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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  45th  Legis- 
lative Session  for  the  year  ended  June  30,  1978. 

The  audit  was  conducted  by  G.  Dean  Reed,  CPA,  under  a  contract 
between  the  firm  and  our  office.   The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not 
necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 

Page 
Consider  supplementing  the  Legislature's  equipment  control  system 
to  provide  for: 

1.  General  ledger  control  accounts  supported  by  an  individual  record 
for  each  equipment  item  containing  relevant  information. 

2.  Recording  of  changes  in  equipment  as  they  occur. 

3.  Assigning  of  responsibility  for  equipment  custody  to  the  employee 
in  charge  of  the  area  where  the  equipment  is  located. 

4.  Adjustment  of  the  accounting  records  to  agree  with  physical 
inventories  after  approval  by  the  appropriate  officials 

of  any  necessary  writeoffs.  5 

Agency  indicates  it  will  try  to  account  for  equipment  in  the 
State's  Central  Property  Accountability  Management  System. 

Consider  providing  a  means  for  payment  of  session  "start  up"  costs 

before  the  start  of  legislative  sessions.  6 

Agency  concurs. 

Limit  charges  to  the  prior  year  expenditures  account  to  activities 

applicable  to  fiscal  years  preceding  the  current  year.  6 

Agency  expresses  no  disagreement. 

Determine  the  preferred  level  of  appropriation  control  over  its  own 
operating  appropriations  and  consistently  use  this  level  in  acts 
for  its  appropriations.  7 

Agency  indicates  recommendation  will  be  brought  to  the  attention 
of  the  1979  Legislative  Administration  Committees. 

Consider  amending  Section  43-310  (2),  R.C.M.  1947,  to  provide  a 
differential  in  expense  reimbursement  rates  between  Helena 
legislators  and  legislators  from  outside  Helena.  8 

Agency  indicates  recommendation  will  be  brought  to  the  attention 
of  the  Legislative  Council. 


ill 


G.   DEAN  REED 

CERTIFIED    PUBLIC    ACCOUNTANT 

1300  Cedar  Street  area  code  406 

HELENA.    MONTANA   59601  telephone   442-6050 


September  24,  1978 


Legislative  Audit  Committee 
State  Capitol 
Helena,  Montana 

I  have  examined  the  financial  statements  of  the  funds  of  the  Legislature 
for  the  two  fiscal  years  ended  June  30,  1978,  listed  in  the  foregoing 
table  of  contents.   My  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and  accordingly  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  I  considered 
necessary  in  the  circumstances. 

A  Statement  of  Changes  in  General  Fixed  Assets  and  related  balance  sheet 
fixed  asset  and  reserve  accounts,  required  by  generally  accepted  accounting 
principles,  are  not  included  in  the  accompanying  financial  statements. 
This  is  due  to  the  lack  of  general  ledger  control  accounts  and  incomplete 
supporting  records  concerning  the  Legislature's  investment  in  equipment. 

In  my  opinion,  except  for  the  exclusion  of  a  Statement  of  Changes  in  General 
Fixed  Assets  and  the  related  balance  sheet  accounts,  the  accompanying 
financial  statements  listed  in  the  aforementioned  table  of  contents  present 
fairly  the  financial  position  of  the  funds  of  the  Legislature  as  of 
June  30,  1978,  and  the  results  of  operations  of  such  funds  for  the  two 
years  then  ended,  in  conformity  with  generally  accepted  accounting  principles 
applied  on  a  basis  consistent  with  that  of  the  preceding  year. 
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COMMENTS 

GENERAL 

The  Legislature  of  the  State  of  Montana  consists  of  the  Senate  and  the 
House  of  Representatives.   These  divisions  of  the  Montana  State  Legislature 
are  provided  for  by  Artiple  V  of  Montana's  State  Constitution.   Pursuant  to 
the  plan  for  redistricting  and  reapportioning  the  State  into  legislative  and 
congressional  districts,  implemented  in  accordance  with  Article  V  of  the  Con- 
stitution and  Chapter  21,  Laws  of  1973,  the  Senate  consists  of  50  members  and 
the  House  of  Representatives  has  100  members.   The  legislative  members  are 
elected  from  single  member  districts.   Senators  are  elected  for  four  year  terms 
and  Representatives  for  two  year  terms. 

The  Legislature  meets  each  odd  numbered  year  in  regular  session  of  not 
more  than  90  legislative  days  in  the  State  Capitol  in  Helena.   The  45th  Leg- 
islative Session  convened  January  3,  1977,  and  adjourned  April  19,  1977. 
Special  sessions  of  the  Legislature  may  be  convened  by  the  Governor  or  by  a 
majority  of  the  members.   No  special  sessions  were  held  during  the  two  years 
ended  June  30,  1978. 

The  primary  laws  relating  to  the  operation  of  the  Legislature  are  contained 
in  Title  43,  R.C.M.  1947.   Consistent  with  the  purposes  of  the  separation  of 
powers  provided  for  by  the  Montana  Constitution  and  by  the  nature  of  "leg- 
islative power",  the  prime  function  of  the  Legislature  is  the  enactment  of 
state  laws  it  deems  to  be  in  the  best  interests  of  Montana  citizens. 

The  operation  of  the  Legislature  is  financed  by  appropriations  that  it 
makes  from  the  State  General  Fund.   Exhibit  D  on  page  12  shows  the  sources  of 
spending  authority  for  the  two  years  ended  June  30,  1978.   Included  in  the 
spending  authority  for  1977-78,  is  $30,000  transferred  by  budget  amendment 
from  the  Legislature's  appropriation  for  1978-79. 

Most  of  the  expenditures  for  operation  of  the  Legislature  are  incurred 
during  the  period  the  Legislature  is  in  session.   Most  expenditures  other  than 
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during  the  session  are  for  the  State's  share  of  contributions  for  legislators' 
health  insurance  and  contributions  to  the  Public  Employees'  Retirement  System. 

As  shown  by  Exhibit  C  (page  11),  the  Legislature  received  donations  totaling 
$3,411  during  the  two  years  ended  June  30,  1978,  to  be  applied  toward  the  State's 
purchase  of  the  Charles  M.  Russell  painting  "\Jhen  the  Land  Belonged  to  God". 
These  donations  were  deposited  into  bank  savings  accounts  where  they  earned  some 
interest.   The  donations  and  accumulated  interest  were  subsequently  deposited  with  the 

Montana  Historical  Society  which  was  to  pursue  the  State's  purchase  of  the  painting. 
Prior  to  the  1977  Session,  the  Legislature  historically  employed  a  business 

manager  on  a  temporary  basis  to  prepare  for  the  session,  administer  the  business 
functions  during  the  session,  and  finalize  things  after  the  session.   The  bus- 
iness manager  was  appointed  by,  and  was  under  the  supervision  of  the  Joint 
Legislative  Administration  Committee  which  is  normally  only  active  during  the 
session  and  just  before  and  after  the  session.   Because  of  the  temporary  nature 
of  the  business  manager's  employment,  a  lack  of  continuity  existed  in  the  admin- 
istration of  the  Legislature's  business  functions.   This  was  because  some  events 
relating  to  the  legislative  operation  occur  on  a  year-round  basis  and  need 
attention  in  a  more  timely  manner  than  could  be  met  under  the  existing  arrange- 
ment.  To  correct  this  deficiency,  the  Legislative  Joint  Rules  were  amended  by 
the  passage  of  Senate  Joint  Resolution  No.  1  in  February  1977,  to  provide  for 
the  supervision  of  the  business  manager  by  the  Legislative  Council,  the  Legis- 
lature's study  and  service  organization  that  meets  often  between  sessions  and 
has  a  permanent  staff.   In  addition,  a  management  division  within  the  Council 
is  now  provided  for  by  law.   As  a  result,  the  means  now  exist  for  the  Legis- 
lature's business  functions  to  be  overseen  on  a  year-round  basis. 

Because  of  the  absence  of  most  of  the  principals  involved  in  the  operation 
of  the  1977  Legislative  Session  (legislators,  appointed  officials,  and  their 
staff)  at  the  time  of  this  audit,  this  audit  is  by  necessity  restricted  to  a 
financial/compliance  examination,  and  review  of  operating  methods  and  internal 
controls  were  limited. 
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EQUIPMENT  CONTROL 

Over  the  years,  the  Legislature  has  accumulated  a  significant  number  of 
equipment  items  used  in  support  of  their  operations.   The  legislators  and  the 
staff  hired  for  the  sessions  are  in  full  operation  for  a  relatively  short  period 
(about  3h   months)  every  two  years.   During  the  sessions,  the  equipment  is  fully 
utilized.   Upon  adjournment  of  the  session,  the  equipment  is  inventoried  and 
most  is  stored  until  the  next  session.   Some  equipment  is  loaned  to  other  state 
agencies  for  interim  use. 

Physical  inventories  of  the  Senate  and  House  of  Representatives'  equipment 
was  taken  upon  the  close  of  the  1977  session.   The  equipment  lists  and  audit 
observations  show  that  most  of  the  equipment  is  tagged,  stamped,  or  otherwise 
marked  with  identification  numbers.   These  are  important  features  of  a  good 
inventory  control  system.   However,  the  system  can  be  improved  upon. 

The  State  Department  of  Administration  has  for  some  years  now  been  in  the 
process  of  devising  a  statewide  equipment  control  system.   However,  it  has  not 
been  implemented  yet.   Pending  that  implementation,  the  Legislature  should  consider 
proceeding  with  the  implementation  of  other  features  of  a  good  inventory  control 
system. 

Ideally,  equipment  should  be  controlled  through  the  accounting  system 
(e.g.  general  ledger  control  accounts  supported  by  an  individual  record  for  each 
equipment  item  containing  relevant  information  such  as  the  item's  description, 
location,  identification  number,  cost,  date  of  acquisition,  and  acquisition 
reference  number).   Changes  in  the  equipment  should  be  recorded  as  they  occur 
(new  acquisitions,  trade-ins  or  deletions,  etc).   Responsibility  for  custody 
should  be  assigned  to  the  employee  in  charge  of  the  area  where  the  equipment 
is  located.   These  procedures  coupled  with  the  marking  of  equipment  items  with 
identification  numbers,  timely  physical  inventories,  and  adjustment  of  the 
accounting  records  to  agree  with  the  physical  inventories  after  approval  by  the 
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appropriate  officials  of  any  necessary  writeoffs,  would  provide  a  system  for 
good  control  of  the  Legislature's  equipment.  -• 

RECOMMENDATION 

I  recommend  that  the  Legislature  consider  supplementing  its  equipment 
control  system  to  provide  for: 

1.  General  ledger  control  accounts  supported  by  an  individual  record 
for  each  equipment  item  containing  relevant  information. 

2.  Recording  of  changes  in  equipment  as  they  occur. 

3.  Assigning  of  responsibility  for  equipment  custody  to  the  employee 
in  charge  of  the  area  where  the  equipment  is  located. 

4.  Adjustment  of  the  accounting  records  to  agree  with  physical  in- 
ventories after  approval  by  the  appropriate  officials  of  any 
necessary  writeoffs. 

DISCOUNTS  ON  INVOICES 

Because  of  the  need  for  substantial  advance  preparation  for  the  legislative 
session,  many  supplies  must  be  ordered  well  in  advance  of  the  start  of  the  session. 
A  big  supply  item  falling  in  this  category  is  paper.   For  example,  the  advance 
paper  order  for  the  1977  session  was  shipped  in  late  October  1976,  and  its  cost 
was  $37,882. 

The  terms  for  the  purchase  of  this  paper  provided  that  a  2%  discount  would 
be  allowed  if  payment  for  the  paper  was  made  by  the  tenth  of  the  following  month 
(November  10,  1976,  in  this  instance).   The  discount,  amounting  to  $758  wasn't 
taken  by  the  State  because  payment  wasn't  made  for  the  paper  until  January  1977. 
Payment  wasn't  made  until  January  because  sufficient  spending  authority  didn't 
exist  until  then,  after  passage  of  the  "feed  bill"  (appropriation  for  legislative 
session  operation). 

Such  lost  discounts  as  the  above  cited  instance  demonstrate  the  need  for  the 
Legislature  to  at  least  consider  providing  a  means  for  payment  of  some  session 
related  expenses  before  the  session  starts.   One  session  appropriating  "start-up- 
expenses  for  the  next  session  (if  permitted  by  law)  would  be  one  alternative. 
Another  would  be  for  another  agency  (e.g.  Legislative  Council)  to  pay  for  such 
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expenses  when  appropriate, subject  to  reimbursement  after  the  "feed  bill"  is 
enacted. 

RECOMMENDATION 

I  recommend  that  the  Legislature  consider  providing  a  means  for  payment  of 
session  "start  up"  costs  before  the  start  of  legislative  sessions. 

CURRENT  YEAR/PRIOR  YEAR  EXPENDITURES 

The  Statewide  Budgeting  and  Accounting  System  includes  different  general 
ledger  control  accounts  for  expenditures  applicable  to  current  year  and  prior 
year  activities.   Several  instances  were  noted  where  current  year  expenditures 
were  understated  and  prior  year  expenditures  were  overstated  for  the  same 
amounts.   In  other  instances,  some  relatively  insignificant  amounts  were  noted 
the  other  way  around. 

Examples  of  the  raisclassif ications  include  the  following  expenditures  from 
the  1977  Session,  none  of  which  should  be  prior  year  expenditures,  although  they 
were  charged  to  a  prior  year  carryover  appropriation: 

House  of  Representatives 

Duplicating: 

House 

Senate 
Salaries 
Employee  Benefits 

Senate 

Duplicating  JV# 

S-1  (930.55)         930.55 

Care  should  be  exercised  to  utilize  the  proper  general  ledger  accounts  for 
expenditures  because  comparisons  between  years  can  be  distorted  if  substantial 
amounts  are  charged  to  the  wrong  accounts. 
RECOMMENDATION 

I  recommend  that  the  Legislative  business  manager  limit  charges  to  the  prior 
year  expenditures  account  to  activities  applicable  to  fiscal  years  pre- 
ceding the  current  year. 
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Source 

Current  Year 

Prior  Year 

Document 

Understated 

Overstated 

JV# 

H-1 

$(6,085.10) 

$  6,085.10 

(2,112.01) 

2,112.01 

II 

(3,748.25) 

3,748.25 

II 

(438.72) 

438.72 

APPROPRIATION  CONTROL 

House  Bill  No.  1,  1977  Legislative  Session,  was  the  Act  adopted  to  provide 
the  primary  spending  authority  for  the  operation  of  the  1977  session.   The  Act 
specified  a  certain  amount  each  for  the  House  of  Representatives  and  the  Senate. 
In  addition,  the  Act  further  broke  these  amounts  down  into  four  categories  each, 
as  follows: 

1.  Salary,  benefits  and  per  diem  of  members 

2.  Personal  services  -  attaches 

3.  Travel  of  members 

4.  All  other  expenses 

In  establishing  appropriation  control  in  the  Statewide  Budgeting  and 
Accounting  System,  the  level  of  breakdown  was  limited  to  the  total  by  the  res- 
pective houses.   Normally,  when  an  appropriation  act  "line  items"  amounts  for 
specific  purposes,  appropriation  controls  are  established  at  that  level.  This 
is  the  only  recent  "feed  bill"  noted  that  broke  the  amounts  down  to  this  level. 
In  addition,  a  supplemental  appropriation  for  operation  of  the  1977  session 
(House  Bill  No.  838)  contained  no  breakdown  beyond  the  totals  for  the  respective 
houses. 

In  summary,  the  need  appears  to  exist  for  more  consistency  in  the  approp- 
riation acts  for  legislative  operations.   If  the  Legislature  wishes  appropriation 
controls  established  to  the  levels  specified  in  House  Bill  No.  1,  all  supplemental 
appropriations  should  be  specified  to  the  same  level  of  detail.   Without  the  break- 
down, there  would  be  no  firm  basis  for  allocating  the  appropriation. 

RECOMMENDATION 

I  recommend  that  the  Legislature  determine  the  preferred  level  of  appropriation 
control  over  its  own  operating  appropriations  and  consistently  use  this 
level  in  acts  for  its  appropriations. 

LEGISLATORS'  EXPENSES 

Section  43-310  (2),  R.C.M.  1947,  provides  that  "Legislators  are  entitled 
to  $40  a  day,  7  days  a  week,  during  legislative  session,  as  reimbursement  for 
expenses  incurred  in  attending  a  session."  The  section  makes  no  reference  to 
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any  distinction  concerning  legislators  who  permanently  reside  in  Helena,  the 
State  Capital. 

All  legislators  naturally  incur  a  variety  of  expenses  throughout  their 
stay  in  Helena  during  legislative  sessions.   These  include,  but  are  not  limited 
to,  living  expenses  and  expenses  involved  in  communicating  with  their  constituents. 
A  large  part  of  the  expenses  for  legislators  from  outside  Helena  is  lodging  expense, 
In  this  respect,  those  legislators  who  reside  in  Helena  year-round  are  not  re- 
quired to  maintain  two  residences  as  most  legislators  from  outside  Helena  do. 
Accordingly,  an  apparent  inequity  seems  to  exist  in  providing  the  same  rate 
"for  expenses  incurred  in  attending  a  session"  to  Helena  legislators  as  to  those 
from  outside  Helena. 

RECOMMENDATION 

I  recommend  that  the  Legislature  consider  amending  Section  43-310  (2),  R.C.M. 

1947,  to  provide  a  differential  in  expense' reimbursement  rates  between 
Helena  legislators  and  legislators  from  outside  Helena. 

CONCLUDING  COMMENTS 

The  comments  and  recommendations  contained  in  this  report  have  been  reviewed 
with  the  Legislative  Business  Manager.   I  would  like  to  thank  the  Manager  for 
the  cooperation  and  assistance  provided  during  the  audit. 
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LEGISLATURE 

ALL  Furros" 

BALANCE  SHEET 
June  30,  1978 


EXHIBIT  A 


ASSETS 


Unexpended  Appropriations 


General 
Fund 


$  17,005 


Funds 
Outside 
State 
Treasury 


LIABILITIES,  RESERVES,  AND  FUND  BALANCE 
Accrued  Support  Expenditures 
Reserve  for  Continuing  Appropriations 
Fund  Balance  -  Exhibit  B 


$     83 
16,922 


$  - 


Total  Liabilities,  Reserves,  and  Fund  Balance 


$  17.005 


See  Notes  to  Financial  Statements 
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EXHIBIT  B 


LEGISLATURE 
ALL  FUNDS 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
Two  Fiscal  Years  Ended  June  30,  1978 


General  Fund 


Fund  Balance,  July  1,  1976 

Add: 

Revenue  -  Exhibit  C: 
1976-77 
1977-78 

Appropriation  Balances  Carried 
Forward  from  1975-76 

1976-77  Legislative  Appropriation 

1977-78  Legislative  Appropriations 

Appropriation  Transfers  from  1978-79 

Prior  Year  Expense  Rebates 

Prior  Year  Expenditure  Adjustment 

Total  Balance  and  Additions 

Deduct: 

Deposits  With  the  Montana  Historical 
Society 

Support  Expenditures  -  Exhibits  D  &  E: 
1976-77 
1977-78 

Prior  Year  Expenditures: 
1976-77 
1977-78 

Prior  Year  Expenditure  Adjustment 

Appropriation  Reversions: 
1976-77 

Appropriation  Balances  Carried  Forward 
to  1978-79 

Fund  Balance,  June  30,  1978 

See  Notes  to  Financial  Statements. 


34,890 

17,500 

1,864,296 

30,000 

669 

30 


1,851,590 
55,951 


13,315 
366 

30 


9,211 
16,922 


1,947,385 
1,947,385 


1,947,385 


Funds 
Outside 
State 
Treasury 

$ 


3,404 
98 


3,502 


3,502 
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LEGISLATURE 
FUNDS  OUTSIDE  STATE  TREASURY 
STATEMENT  OF  REVENUE 
Two  Fiscal  Years  Ended  June  30,  1978 


EXHIBIT  C 


1976-77 


1977-78 


Donations  to  the  State  to  Purchase  the 
Charles  M.  Russell  Painting 
"When  the  Land  Belonged  to  God" 

Senate 

House  of  Representatives 

Interest  Income 

Total 


$  2,477  $  34 
900 

27  64 

$  3,404  $  98 


See  Notes  to  Financial  Statements. 
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LEGISLATURE 
NOTES  TO  FINANCIAL  STATEMENTS 
Two  Fiscal  Years  Ended  June  30,  1978 


Basis  of  Accounting 

Consistent  with  established  fiscal  policy  for  the  State  of  Montana, 

the  statements  are  prepared  on  the  modified  accrual  basis  of  accounting. 
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SENATE  MEMBERS 

CARnOI.L  GRAHAM 
CHAIRMAN 

FRANK  HA2ELBAKER 
VICE  CHAIRMAN 

CHET  BLAYLOCK 

PAT  M.  GOOOOVER 

TERRY  C  WALKER 
EXECUTIVE  DIRECTOR 

ELENOR  ECK 
ADMINISTRATIVE  ASSISTANT 

ROBERTA  MOODY 
DIRECTOR.  LEGISLATIVE  SERVICES 


^tate  Capitol 
Helena,  59601 


(406)  449-3064 

October  5,  1978 


HOUSE  MEMBERS 

JOHN  B.  DRISCOLL 

OSCAR  KVAALEN 

JO.  LYNCH 

ROBERT  L  MARKS 

DIANA  DOWLINQ 
DIRECTOR,  LEGAL  SERVICES 
CODE  COMMISSIONER 

ROBERT  PERSON 
DIRECTOR,  RESEARCH 


Legislative  Audit  Committee 
State  Capitol 
Helena,  Montana  59601 

Gentlemen: 

It  is  difficult  to  respond  to  an  audit  of  transactions  con- 
cerning which  we  had  no  involvement  or  responsibility.   However, 
our  opinions  follow: 

1.  Equipment  Control: 

We  understand  that  the  Department  of  Administration  Management 
Systems  Division  will  have  the  Property  Accountability  Manage- 
ment Systems  (PAMS)  program  operational  by  January,  1979.   We 
will  try  to  have  our  equipment  accounted  for  in  this  system 
providing  we  have  available  staff  and  funding. 

2.  Discount  on  Invoices: 

We  agree  with  the  recommendation  for  a  "Session  Start-Up" 
appropriation.   Not  only  would  it  provide  the  state  a  savings 
on  available  discounts,  it  would  also  provide  a  means  to 
requisition  supplies  and  equipment  in  advance.   At  present, 
"phony"  appropriation  numbers  must  be  set  up  or  requisitions 
withheld  from  the  accounting  system  until  the  "feed"  bill 
passes.   Vendors  are  asked  to  wait  for  payment.   Also,  some 
legislative  staff  are  hired  to  work  in  December  to  work  on 
prefiled  bills.   These  people  must  wait  to  be  paid  for  almost 
eight  weeks. 

3.  Current  Year/Prior  Year  Expenditure: 

The  examples  stated  by  the  auditor  reflect  the  Business 
Manager's  misunderstanding  of  SBAS  general  ledger  control 
accounts.   The  expenses  occurred  before  the  1977  Legislature 
convened  (start-up  costs) .   Funds  were  available  in  the  1975 
session  appropriation  and  expenses  could  have  been  paid  from 
1975  appropriation.   However,  the  wrong  general  ledger  control 
account  was  used.   This  type  of  transaction  supports  the 
need  for  a  peirmanent,  full-time  accounting  function  for  the 
legislature  and  also  supports  the  need  for  a  "start-up" 
appropriation . 


Legislative  Audit  Committee 
October  5,  1978 
Page  Two 


4.  Appropriation  Control: 

This  recommendation  will  be  brought  to  the  attention  of  the 
1979  Legislative  Administration  Committees  and  will  be  kept 
in  mind  when  preparing  the  "feed"  bill. 

5 .  Legislators'  Expenses; 

This  recommendation  will  be  brought  to  the  attention  of  the 
Legislative  Council.   If  the  Council  so  instructs,  we  will 
draft  legislation  to  reflect  the  recommendation. 

Sincerely, 


Diana  S.  Dowling 
Executive  Director 


Sharole  Connelly 
Legislative  Business  Manager 


r 


